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Shareholders are invited 10 attend the Company’s
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NIKQO RESOURCES LTD.

President’s Report to Shareholders

Niko’s nat present value for proved plus probable reserves in D§ increased 42 percent based on constant price, discounted 10 percent.

In addition, Nike' s producing assets experienced a collective 210 percent increase in proved reserves and a 162 percent increase of
proved plus probable reserves an a year-over-year basis in our latest reserve report as at March 31, 2007 prepared by Ryder Scott
Company, The increase is largely the result of reserve additions to Black 9 in Bangladesh, but both Hazira and Surat in India also saw
positive reserve growth. Niko's proved plus prabable reserve additions replaced our annual production by a factor of 7.5 times.

Buring the year, our exploration success in the D6 block (Niko holds 10 percent interest) continued. The Gaffney, Cline and Associates
(GCA) best case for contingent resources original gas in place (OGIP) on the block, has increased from 4.4 trillion cubic feet (Tcf) (3.1
Tef recoverable) to 7.9 Tcf (5.6 Tef recoverable) and the high case has increased from 8.2 Tef (5.8 Tef recoverable) to 12.8 Tef (9.2
Tef recoverable). This does not include resource numbers from four wells including our recently announced R1 discovery, nor the
independent engineers’ best and high case resource original oil in place on the block of 259 million barrels (MMbbls) (127 MMbbls
recoverable) and 391 million barrels (255 MMbbIs recoverable), respectively, for the MA oil discovery. Niko has 3 10 percent interest
in the resources numbers above.

In addition to contingent resource discussed above, the GCA proved plus probable QGIP for the Dhirubhai 1 and 3 fieldsis 18.8 T¢f (11.3
Tcf recoverable). Proved plus probable plus possible OGIP for the Dhirubhai 1 and 3 fields is 27.2 Tcf (21.0 Tef racoverable).

The past fiscal year delivered repeated explaration successes. The NEC-25 project, in India’s Mahanadi Basin, had another exploration
discovery during the year bringing the total to seven discoveries for the block. The development plan has been submitted to the
Government of india for approval.

In Bangladesh, Block 9 began producing in May 2006 at a rate in excess of 50 million cubic feet per day from one well. During the yearan
additional four wetlls were drilted. Production is currently equipment constrained at 70 million cubit feet per day from only two of the
five drilled wells. Niko has a 60 percent working interest in the block with proved plus probable reserves increasing by 511 percent.

In Thailand, after Niko drilfed three unsuccessful exploration wells, our fourth weli encounterad five cil-bearing intervals. Three of the

intervals tested at an aggregate of 550 barrels of oil per day. -

in Niko's Cauvery Block in India, we have just spudded our first of three planned exploration wells. Success on this 100 percent-owned
onshore block would be very positive for the company.

In the deepwater block MN-DWN-2003/1 {D4), located in the Mahanadi Basin, a 2,365-kilometre 2D seismic acquisition program was
completed and the data processed. Evaluation of the data set is ongoing and a 3,600-square kilometre 3D seismic program is approved.

OUTLOOK

The upcoming year will see the start-up of both D6 oil and naturat gas production targeted at rates of 2.8 Bcf per day of natural gas
and initial targeted production of 30,000-35,000 barrels of oil per day. Niko's interest in this project is 10 percent. These events will
culminate in a mylti-fold increase in Niko’s current production.

Armed with 3 strong balance sheet, no debt, and its recently announced US$550 million credit facility, Nikois entering its most exciting
year evar. We project capital expenditures this year to be 361-387 million dollars.

Niko will continue to pursue new venture apportunities with the abjective of expanding its inventory of high-impact prospective plays.

ACKNOWLEDGEMENTS
As in the past, our successes in fiscal 2007 were owed to the hard work and contributions made by our dedicated management team and
employees and the cammitment of our valued shareholders. On behalf of the Board of Directors, | am pleased to express our sincere
gratitude to all those involved in Niko's accomplishments.

{Signed) "Edward 5. Sampson”

Edward 5. Sampson
Chairman of the Board, President and Chief Executive Officer
June 25, 2007




NIKO RESOURCES LTD.

Performance Highlights

Years ended March 31,2007 and 2006 ( thousands of doltard except per share amouhits and number of shares)

Years ended March ), 2007 008 Percent Changs
FINANCIAL
Qil and natural gas revenue 115,486 121,168 s)
Funds from operation (1} 64,837 67,267 4)
Per share, diluted {$) 1.59 1.76 %)
Net {loss) (31,637) (4,352) 1627)
Per share, diluted ($) {0.79) (0.11} (618)
Capital expenditures 134,766 135,236 -
Total assets (end of period) 674,560 517,258 30
Sharcholders’ equity (end of period) 634,981 413,687 53
Weighted average common shares outstanding 39,970 38,336 4
Common shares outstanding (end of period)
Basic {thousands) 42,995 38,533 12
Dituted {thousands) 45,748 41,845 12

{1} Funds from operations and funds from operaticns per share are non-GAAP measures, Funds from operations is calculated as cash Nows from aperating activities
pricr to the change in non-cash working capital 2nd long-term accounts ceceivable. Funds from operations per share-diluted is calculated by dividing the funds from

operations by the weighted average number of diluted shares outstanding.

OPERATIONS
Yeurs anced March 11, 2007 2008 Percant Chenge
Average daily production
Oils {bbls/day) 290 g3 249
Natural gas (Mcf/day) 86,688 79,978 9
Total combined (Mcfe/day) 88,620 80,475 10
Revenues, royalties and operating costs
Gross revenue received ($/Mcfe) 3.57 4.13 {14)
Royalties ($/Mcfe} {0.21) (0.59) 64
Profit petroteum ($/Mcfe) {0.65) {0.40) (63)
Operating costs ($/Mcfe) {0.38} {0.32) (19)
Operating nethack {$/Mcfe) (1) 2.33 2.82 {17)
Drilling activity
Gross wells 21 11 91
Net wells 6.5 3.2 103
Net undeveloped land (square kilomatres)
India (2 5,220 5,227 -
Bangladesh 4,422 4,422 -
Thailand 172 - -
Net reserves (proved plus probable) {3) (4}
Oit (Mbbls) 189 247 (24)
Natural gas (MMcf) 830,947 539,519 54
Natural gas liquids (Mbbls) 220 9 2,344
Future net income after tax (thousands of dollars)
{PV 10% discounted) {3}{5)
Proved 784,047 580,869 L
Proved plus probable 1,180,824 934,625 26

3) Nesbacks are calculated by dividing the revenues and costs in total for the Company by the total production of the Company, measured in Mcfe.

2) During the year ended March 31, 2007, the Company sdded 172 square kilometres of net unceveloped land in Thailand and sold the Cambay, Bhandut and Sabarmati
properties, decreasing undeveloped land by 7 square kilometres. During the year ended March 31, 2006 the swarding of the D4 and Cauvery blocks in India increased

the Company’s net undevelaped land holdings by 2,558 and 957 square kilometres, respectively.
3] As of March 31, 2007 using NI 51-101 format and forecast prices.

4} ~Nat® reserves are defined as those accrying to Miko's working-interest share after royalty interests owned by others are deducted, including a reduction ta reflect

any profit petroleum amounts that may be paysble 1o the govermnments of India and Bangladesh.

) Present value discounted at 10percent afterincome taxes using forecast prices and costs. Present value at March 31,2007 before tax, using forecast prices and costs
discounted at 10 percent, in thousands of dollzrsis $917,608 for proved reserves and $1,379,263 for proved plus probsble reserves (March 31, 2006 - $646.916 and

$1,069,443, respectively).




NIKO RESQURCES LTD.

Management’s Discussion and Analysis

Management's Discussion and Analysis (MD&A) of the financial condition, results of operations and cash flows of Niko Resources Ltd.
{“Niko” or "the Company”) should be read in conjunction with the audited consolidazed financial statements and accompanying notes.
This MD&A is effective lune 25, 2007. Additional information relating 1o the Company, including the Company’s Annual Information
Form {AlF), is on SEDAR at www.sedar.com.

The Company’s activities are focused on Asia. Over the reporting period, revenue and expenses were generated and capital expenditures
were made in India, Bangladesh and Canada, and capital expenditures were made in Thailand. The Company’s activities are carried out
primarily in U.S. dollars as well as the currencies of each country in which the Company operates. The Company reports financial results
in Canadian dollars.

The selected financial information presented throughout the MDBA is prepared in accordance with Canadian generally accepted
accounting principles (GAAP), except for “funds from operations”, “funds from operations per share-diluted”, “net operating income”,
“operating netback”, “cash flow netback” and “earnings netback”, which are used by the Company to analyze the results of operations
and liquidity. By examining funds from operations, the Company is able to determine its ability to fund future capital projects and
investments, Funds from operations is calcvlated as cash flows from operating activities prior to the change in aperating non-cash
working capital and the change in long-term accounts receivable, Funds from operations is not an alternative to cash flow from operating
activities as determined in accordance with Canadian GAAP and may not be comparable with the calcutation of similar measures for
other companies. Funds from operations per share-diluted is calculated by dividing the funds from operations by the weighted average
number of diluted shares outstanding. Net operating income is calculated as revenue less royalties and profit petroleum expenses.
Operating netback is calcutated as the average sales price per thousand cubic feet equivalent {Mcfe), less royslties, profit petroleum
and operating expenses per Mcfe, and represents the cash margin directly related to production far every Mcfe sold. Cash flow netback
is calculated as the operating netback less other cash expenses per Mcfe, including generat and administrative expenses, interest and
financing, other income and other expenses, and represents the cash margin for every Mcfe sold. Earnings netback is calculated as
the cash flow netback less foreign exchange per Mcfe and non-cash expenses per Mcfe, including depletion and depreciation, future
income taxes and stock-based compensation expense, and represents net income for every Mcfe sold. There are no comparable GAAP
measures for net operating income, operating netback, cash flow netback and earnings netback and these measures may not be
comparable with the calculation of similar measures in other companies.

The fiscal year for the Company is the 12.month period ended March 31 of each year. The terms “fiscal 2007°, “current year” and “the
year® are used throughout the MB&A and in all cases refer to the period from April 1, 2006 through March 31, 2007. The term "fiscal
2008" is used throughout the MD&A and refers to the periad feam April 1, 2007 through March 31, 2008. The terms "previous year™,
“prior year” and "fiscal 2006” are used throughout the MD&A for comparative purposes and refer to the period from April 1, 2005
through March 31, 2006. The term "fiscal 2005” is used throughout the MD&A for comparative purposes and refers to the period from
April 1, 2004 through March 31, 2005.

Mcfe is a2 measure used throughout the MD&A. Mcfe is derived by converting oil and condensate to natural gas in the ratio of 1 bbl:6
Mcf. Mcfe may be misleading, particularly if used inisglation. An Mcfe conversion ratio of 1 bbl: 6 Mcfis based onan energy equivalency
conversion method primarily applicable at the burner tip and does not represent a value equivalency at the wellhead.

The information contained in this MDEA contains forward-looking information about Niko's operations, reserves estimates and
production. This forward-looking information is based on assumptions that the Company believes were reasonable at the time the
forward-looking information was prepared, but assurance cannot be given that these assumptions will prove to be correct, and the
forward-looking information in this MD8&A should not be unduly relied upon. The forward-looking information and the Company’s
assumptions are subject touncertainties and risksinctuding, but not limited to, expectationsregarding financing sources, projections for
capital spending, actual financial condition of the Company, results of aperations, commodity prices and exchange rates, uncertainties
inherent in estimating oil and natural gas reserves, performance characteristics of the Company’s oil and natural gas properties, as well
s liabilities inherent in oil and natural gas operations and in operating in foreign countries.




HIROD RESOCRCES LTD.

Management’s Discussion and Analysis

Less than 1 percent of total corporate volumes and revenue are from Canadian cil, Bangladesh condensate, Bhandut oil, Sabarmati ail
and Hazira condensate production. Therefore, the results from Canadian oil, Bangladesh condensate, Bhandut oif, Sabarmati oil and
Hazira condensate production are not discussed separately.

OVERALL PERFORMANCE

Funds from operations

The reported funds from operations for fiscal 2007 was $64.8 million compared to $67.6 million in the previous year, Daily production
in the current year increased by 10 percent from the previous year to B9 million cubic feet equivalent (MMcfe) as volumes from Block 9
more than offset torecast natural declines at Hazira and Feni. Block 9 praduction in the year was 46 MMcfe per day (30 MMcfe per day
net to the Company).

Revenue net of royalties increased by S percent or $5.7 million in the year from the prior year as the Company realized a lower average
price in the year, which partially offset the higher production. The lower reported realized price is primarily due to a higher weighting
of volumes in Bangladesh where the price is lower than in India.

Profit petroleum expense for the year increased by $9.1 mitlion from the prior year. Profit petraleum expense increased largely due
to the addition of Block 9 volumes where the Government of Bangladesh was entitled to a 34 percent share of the revenues during the
year, which is higher than the profit petroteum rates on other producing fields. This was partially offset by decreases at Feni resulting
from lower revenue. Although revenue from Hazira decreased, profit petroleum was relatively constant year-over-year as the decreased
revenue were offset by decreased capital spending available for deduction in the calculation of profit petroleum expense,

Production expenses were $2.7 million higher in fiscal 2007 than in the prior year, due primarily to the commencement of production
from Block 9 and oil production from Hazira. There was a positive effect onincome as there was a realized foreign exchange gain of $2.4
miilion in the year compared with a gain of $0.7 million in the prior year, due to fluctuations of the Canadian dollar’s value compared
to that of the U.5. dollar applied to U.5. dollar-held payables and the repayment of U.5. dollar-held long-term debt. There was also an
increase in interest income due ta larger cash balances in the year.

Net (loss) income

The reported loss for fiscal 2007 is $31.6 million compared to a loss of $4.4 million in the prior year, an increase in the loss of $27.2
million. A decrease in funds from operations, as discussed above, accounts for $2.8 million of the increase in the loss while the following
items explain the remaining $24.4 million increase in the loss.

The increase in the Company’s stock-based compensation expense accounts for $13.2 million of the non-cash changes and is due to
addi tional options issued in fiscal 2007 with the assaciated expense recognized using the graded method. The graded method results
in recognizing the largest portion of the expense in the year fallowing grant, with a decreasing expense in ¢ach subsequent year.

Depletion, depreciation and accretion expense for the year increased by $11.0 million to $76.9 million. The increase is due 10 a 10
percent increase in production and a 6 percent increase in the depletion rate per Mefe. The primary reason for the rate increase is the
previously announced downward revision to reserves at the Hazira field, which was reported in the Company's fiscal 2006 results. The
rate increase was partially offset by an increase in the Block 9 proved reserves of 156 bitlion cubic feet (Bcf), net of production, over
March 31, 2006, which decreased the depletion rate. In the fourth quarter of fiscal 2007, the Indian and Bangladesh depletion rates
benefited from a decrease in the cost base with the addition of the foreign currency translation adjustment. The foreign currency
translation adjustment arose due 1o the change in the functional currency of the Company's foreign operations from the Canadian
dollar ta the U.S. dollar as a result of the decision to proceed with a U.5.-dollar-based credit facitity and additional cash inflows from
sales in .S, dollars.




NIKO RESQURCES LTO.

Management’s Discussion and Analysis

SELECTED ANNUAL INFORMATION

Yeur snded March 31 (thousands of dollary, excep?t par thare smounts} 2007 200% 1008
Petroleum and natural gas sales 115,486 121,168 147,850
Net earnings (31,637) {4,352) 74,222
Per share basic ($) (0.79) {0.11) 2.08
Per share fully diluted {$) {0.79) (0.17) 2.03
Total assets 674,560 617,258 480,714
Total long-term financial liabilities B,974 6,779 19,062
Dividends per share Q.12 0.12 0.12

The increase in petroleumn and natural gas sales from fiscal 2005 1o fiscal 2006 was duve to four more natural gas wells being placed on
production at the Hazira offshore platform, the addition of the NSA-8 well at Surat, and an entire year of production at the Feni field in
Bangladesh. The benefit of these production increases was partially offset by a decrease in the value of the U.5. dollar relative to the
Canadian dollar, as the Company receives its revenue in U.S. dollars, and to decreased revenue in Bangladesh in the fourth quarter of
fiscal 20086 due to 3 production shut-in and revenue adjustment.

Petroleum and natural gas sales decreased from fiscal 2006 to fiscal 2007 despite a netincrease in production. There was an increase in
production with the start-up of Block 9 partially offset by forecast natural declines in production from the Hazira and Feni fields, One
factor contributing to the decrease in sales is the (ower average price received by the Company dve to the price received for Block 9
volumes being lower than the average natural gas price received by the Company. A second contributing factor was the decrease inthe
Indian royalty charged by the government, which the Company collects from the customer and records as revenue.

The main reasons for the decrease in net earnings and net eaenings per share in fiscal 2006 and fiscal 2007 was the increase in depletion
and depreciation expense due to a downward revision of producing reserves in fiscal 2006, and the large income tax recovery recorded
in fiscal 2005 due to theinitial recognition of a tax holiday in India. Anincrease in stock-based compensation expense due to additional
stock option grants also contributed 1o the decrease in net income in fiscal 2006 and fiscal 2007,

Total assets increased in fiscal 2006 due 10 capital additions and increased accounts receivable, which were partially offset by the
use of cash in funding the capital expenditures. The capital additions mainly consisted of development activities in the Hazira field
in tndia, exploratory work in the D6 Block in India, development costs in Block 9 and costs incurred relating to data and relief well
efforts at the Chattak field in Bangladesh. The increase in accounts receivable was due to the non-payment of natural gas revenue by
the Government of Bangladesh and an increase in insurance receivable related to the uncontrolled releases of natural gas in Chattak.
Total assets increased by a further $157 million in fiscal 2007 largely as a result of 2 $170 million increase in cash from two equity issues
during the year.




NIKO RESOURCES LTD.

Management’s Discussion and Analysis

UPDATE ON SIGNIFICANT PROJECTS
Caplital Expenditures
The following table displays capital spending during fiscal 2007 and forecast capital spending for fiscal 2008:

EXPLORATION AND DEVELOPMENT SPENDING (NET TO THE COMPANY)

Year ended Estimated
{miliions of dollars) March 31, 2007 Fiecal 2000
India
Cauvery 10.1 18-22
D4 0.3 5-7
D6 65.7 315-325
Hazira 1.3 3.5
NEC-25 1.5 6-8
Surat 0.7 3-5
Bangladesh
Block 9 42.0 6-8
Chattak (5.5) -
Feni 0.2 -
Thailand
Mae Soon 5.0 8.7
Fang 11.0 -
Acquisition of rights 2.6 -
Other 0.5 -
Total 134.9 361-387
India

CAUVERY: The Company was awarded 100 percent interest in the Cauvery Block, which is located in southern Tamil Nadu, in the NELP-
V bidding round in 2005. The block is in the exploration phase and has maialy oil potential.

Capital expenditures in the current year were $10.7 million, primarily related 1o seismic activities. The 30 seismic acquisition program
resumed in April 2007 with the receding of monsoon flood waters, aliowing access for the seismic crew, and was completed in fune
2007, Based on the evaluation of the seismic acquired in the prior yaar, three drilling locations have been selected, with the first wel)
spud in June 2007 with drilling of the remaining two wells to follow. The minimum capital expenditures of this work, under the Phase |
Commitment for seismic and drilling five exploration wells, are estimated at US$15.9 million, which must be spent within three years
of signing the Production Exploration Licence. Planned capital expenditures estimated at fiscal 2008 include seismic and drilling three
exploration wells,

D4: The Company was awarded a 15 percent interest in the D4 Block, located in the Mzhanadi Basin offshore the east coast of India,
as part of the NELP-V bidding round in 2005. The block, which is currently in the exploration phase, encompasses more than 17,000
square kilometres and contains similar play types to the natural gas discoveries made by Reliance and Niko in the 06 and NEC-25 blocks.
A drilling date for the first well is yet to be set.

Capital expenditures in the year were $0.3 million (net to the Company) related to a 2,365-kilometre 2D seismic program. A further
2.800-kilometre 2D seismic program is scheduled for fiscal 2008 along with a 3,600-square-kilometre 3D seismic program. Exploratory
drilling is expected to follow. The estimated cost of the phase | commitment, which includes seismic and drilling three exploration wells,
totals US$97.6 million {U5$14.6 million net to the Company), which must be spent within four years of signing the agreement,




NIKO RESQURCES LTD,

Management’s Discussion and Analysis

D6: The Company has a 10 percent working interest in the 7,645.square-kifometre D6 Block. The block was awarded to the Company
and its partner in the Government of India’s first international bid round in 1999. Development of the Dhirubhai 1 and 3 natural gas
fields is ongoing in addition to continued exploration on this block.

The updated field development plan for the Dhirubhai 1 and 3 gas fields was approved by the Government of india in December
2006. This new development plan has provisions for the natural gas production rate of 2.8 Bcf per day (280 MMcf per day net to the
Company) with corresponding initial phase-1 field development costs estimated at US5$5.2 billion (US$520 million net to the Company).
Commencement of production is scheduled for mid-2008. The approved field development plan of Dhirubhai 1 and 3 provides flexibility
in the ¢ritical portions of the facilities to facilitate natura! gas production of up to 4.2 billion cubic feet per day.

Construction of the onshore terminal, laying the grid of natyral gas pipelines and installation of the offshore facilities are all progressing
to enable production from the Dhirubhai Gas field to commence in 2008.

The MA-2 well was drilled during the year resulting in the second oil discoveryin the D6 block. A high-intensity 3D acquisition program
{Q seismic) was carried out to further increase the seismic resolution over the field. The development is on schedule to commence
production in the second quarter of 2008, initially from two oil producers with targeted production of 30,000 to 35,000 barrels per
day (3,000 to 3,500 barrels per day net to the Company}. More oil producers and gas injector wells are planned to complete the il
development plan.

Capital expenditures in the year were $65.7 million {net) for drilling of three development wells, five exploration wells, one appraisal
well and construction of the natural gas plant site. Forecast activity for fiscal 2008 includes the continuation of the gas development
for the Dhirubhai 1 and 3 natural gas fields, development of the oil field and additional exploration drilling.

HAZIRA: The Company has a 33 percent working interest in the 50-square-kilometre Hazira onshore and offshore block on the west
coast of India, which lies adjacent to a large industriat corridor about 25 kilometres southwest of the city of Surat. Gas production
began fram this field in 1996 and vil production commenced in March 2006,

Capital expenditures in the year were $1.3 million (net) related to completion of the oil processing and storage facilities and workover
costs for natural gas wells. Capital expenditures forecast for fiscal 2008 are primarily for recompletions of existing welis.

SURAT: The Company was awarded 100 percent interest in the Surat Block in July 2001 and after completion of the exploratory phase
retained a development area of 24 square kilometres containing the Bheema and NSA shallow natural gas fields. These fields have been
producing natural gas since April 2004.

Forecast activity for fiscal 2008 relates to drilling and tie-in of three planned wells.

NEC-25: The Company has a 10 percent working interest in the NEC-25 Block, which covers 10,755 square kilometres in the Mahanadi
Basin off the east coast of india and was awarded to the Company and its partner in the Government of India’s first internationsl bid
reund in 1999. The Company and its partner have capital commitments for phase Il exploration for seismic and two exploration wells as
per the PSC and have drilled a sufficient number of wells to meet the commitment.

During the year, the Company spent $1.5 million {net to the Company) primarily on seismic activities and drilling two exploration wells,
NEC-25-A5 was a gas discovery and NEC-25-A6 a dry hole. A rig is expected to return in fiscal 2008 to drill the third well of the planned
eight.well drilling program. Developmaent plans for the six discoveries that have been declared commercial by the Indian regulatory
authorities are being prepared.




NIXO RESOLRCES LTD.

Managements Discussion and Analysis

Bangladesh

BLOCK 9: In October 2003 the Company acquired a 60 percent interest in Block 9, a 6,880-square-kilometre onshore block which
encompasses the capital city of Dhaka. This field began natura! gas production in May 2006 and commerciality was declared in
December 2005. The Company and its partner have capital commitments for phase | exploration for seismic and drilling three wells
and in certain circumstances up to 10 wells. The Company and its partner have completed the seismic and drilled six wells that apply
to the commitment.

Capital expenditures during the current year were $42.0 million (netto the Company) for the tie-in of Bangora-1, the drilling of Bangora-
2,-3, -4, and -5, seismic activities, engineering and general and administrative charges. Planned capital activity for fiscal 2008 includes
the completion and tie.in of Bangora-5 and upgrading the facilities.

FENI: The Feni ficld covers 43 square kilometres and is located 6 kilometres west of the main natural gas line to Chittagong, The
Company obtained rights to the field in October 2003 and has been producing natural gas from the field since November 2004,
Future drilling activities at Feni have been postponed pending resolution of overdue payments for gas owed to the Company by the
Government of Bangtadesh.

CHATYTAK: The Chattak structure covers a large surface area of 376 square kilometres and rights to this block were obtained in October
2003. The upper fault block 1o the west previously produced from one well, while the down-thrown eastern fault biock has not been
drilled. Drilling of the first of three planned wells resulted in an uncontrolled release of natural gas in January and June 2005. The
blowouts have been successfully killed and a portion of the costs of the blowout were covered by insurance.

During fiscal 2007, $4.0 million was received from a care, custody and control insurance policy for Chattak, and was recorded as a credit
1o capital additions. In addition, a discount on previously recarded services was realized, resulting in a credit to capital additions of
$5.3 million. The credits were offset by spending on inventory, additional costs associated with the blowouts and insurance premiums
related to the blowouts. The result is net capital reduction af $5.5 million. Future drilling activities have been postponed pending
further developments in the various disputes between the Company and the Government of Bangladesh.

Thailand
In fiscal 2006 Niko gained a presence in Thailand through the acquisition of a 50 percent equity stake in a production and exploration
block in northern Thailand, which includes a development portion, Mae Soon, and an exploration area, Fang.

The Company has minimum total capital commitments of US$12.2 million, primarity for drilling and workovers. The Company has
performed initial recompletions on four existing wells, resulting in little or no fluid production, and has drilled three unsuccessful
exploration wells. The rig was then moved and drilted a successful well in the development area. 1t is expected that a further eight wells
will be re-entered or re-drilled by the end of January 2008.

Ouring the year the Company spent $18.6 million for the following: 3D seismic on the Fang Block, costs paid te the operator for
acquisition of exploration and development rights as specified in the agreement, workover and drilling costs, and general and
administrative costs.
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Management s Discussion and Analysis

RESULTS OF OPERATIONS

Revenue and Operating Income

Year ended March 31, 2007

{thousands of dallars, except daily production) Indta Bangladeth Canada Tatal

Revenue 72,696 42,029 761 115,486

Pipeline revenue 777 - - 777

Rovyalty (6.602) - {102) (6.704)
Profit petroleum (7.892) {12,993) - (20,885)
Operating and pipeline expenses (8,159) (4,103) (227) (12,489)
Net operating income (1 50,820 24,933 432 76,185

Daily production (Mcfe/day) 42,043 46,381 206 88,630

1) Net operating income it 2 non-GAAP measure calcutated as above.

Year ended March 31, 2006

{thousands of doltars, except dally production) Indis Bangladesh Canada Total
Revenue 100,533 19,689 946 121,168
Pipeline revenue 983 - - 983
Royalty {17,345) - (58) (17,443)
Profit petroleem (7,890) (3,938) - (11,828)
Operating and pipeline expenses (7.214) {2,395) {147) {9,756}
Net operating income (1) 69.067 13,356 701 83,124
Daily production (Mcfe/day) 54,795 25,405 275 80,475

(1) Net operating income is a non-GAAP measure caltulated as above.

INDIA

REvENuE, ROYALTIES AND PROFIT PETROLEUM

India generated revenue of $72.7 million representing approximately 63 percent of the Company’s 0il and natural gas revenue in the year
ended March 31, 2007, compared 10 $100.5 million or 83 percent in the prior year. Average daily production in India during fiscal 2007
was 42 Mcfe per day, compared 10 55 Mcfe per day in the prior year. Production decreased due to forecast natural declines at Hazira,

The average realized price net of royalties was $4.31 per Mcf, an increase of $0.16 per Mcf over the previous year. The increase is
primarily due to an increased sales price charged for Hazira natural gas.

Pursuant to the terms of the Production Sharing Contracts (PSC) the Government of India is entitled to a sliding scale share in the profits
once the Company has recovered its investment. For Hazira, in fiscal 2006 and fiscal 2007 the Government was entitled to 20 percent
of the cash flow, defined as revenue less royalties, operating expenses and capital expenditures. The Company currently does notincur
any profit petroleum expense with respect 1o the Surat field,

BANGLADESH

REVENUE AND PROFIT PETROLEUM

Preduction from Bangladesh properties increased in the year ended March 31, 2007 over the prior year due to the commencement of
productian from Block 9 in May 2006. Accordingly, revenue from Bangladesh properties increased to $42.0 million in fiscal 2007 from
$19.7 million in the previous year. Production in fiscal 2007 increased to 46 Mcfe per day from 25 Mcfe per day in the prior year. The
increase was due to the addition of Black 9 production partially offset by the forecast natural declines in the Feni field. The price for
Block 9 natural gas was US$2.34 per Mcf during the year, which equated 1o CAD$2.66 per Mcf.
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Pursuant to the terms of the Joint Venture Agreement (JVA) for Feni and the PSC for Block 9, the Government of Bangladesh is entitled
toa sliding scale share in the revenue and profit gas, respactively. For the Feni project the government‘s share increases as the Company
recovers a multiple of its investment. The government was entitled to 20 percent of the revenue for April and May 2006 and 25 percent
of the revenue for the remainder of fiscal 2007, compared to 20 percent in the previous year. For Block 9 the government’s share is
based cn production levels and whether or not the Company has recovered its investment. In fiscal 2007 the government’s share was
61 percent of profit gas. Profit gas is calculated as the minimum of: 55 percent of revenue for the fiscal year and revanue less operating
and capita! costs to date, This resutted in the government’s share being 34 percent of the revenue in fiscal 2007.

The Company does not incur any royalty expense in Bangladesh,

Operating Expenses

Operating expenses increased by 19 percent to $0.38 per Mcfe infiscal 2007 from $0.32 per Mcfe in the prior year. Operating expenses
pertaining to India increased to $0.51 per Mcfe in the current year frem $0.34 per Mcfe in the prior year. The increase in operating
expenses is due to the commencement of vil production that is costlier to produce than natural gas. In Bangladesh, operating expenses
decreased by 8 percent year-over-year from $0.26 per Mcfe in the prioryear 1o $0.24 per Mcfe in fiscal 2007. The decreasein Bangladesh
operating expenses was due to the decrease in production from the Feni field and the addition of lower-cost Block 9 production, which
cost an average of $0.20 per Mcfe to produce during the current year.

Netbacks
The following table outlines the Company’s operating and earnings netbacks for fiscal 2007 and 2006:
2007 2006
oils Natursl Combined Combined
Condentats Gas Tota! {1:6) Totsl{1:6)
{$/851) ($/Mcl) {$/micte) [$/Mcte)
Price 56.48 3.45 3.57 4.13
Royalties {4.54) {0.20) {0.21} (0.59)
Profit petroleum {3.46) (0.65) (0.65) {0.40}
Operating expenses (6.08) (0.36) (0.38) {0.32)
Operating netback 42.40 2,24 2.33 282
Pipeline and other income 0.16 0.14
Pipeline expense (0.01) {0.01)
General and administrative {0.19) (0.19)
Write-down of accounts receivable - (0.08)
Interest and financing (0.07) {0.13)
Current taxes (0.32) {0.29)
Cash flow netback 1.90 2.28
Foreign exchange 0.06 , -
Stock-based compensation {0.57) {0.18)
Depletion and depreciation {2.37) {2.25)
Earnings netback {0.98) {0.15)

Oil and condensate netbacks are calculated by dividing the revenue and costs related to oil and condensate production by total il
and condensate production for the Company, measured in barrels, The natural gas netbacks are calculated by dividing the revenue
and costs related to natural gas production in india and Bangtadesh by the volume of natural gas production in Indiz and Bangladesh,
measured in Mcf. The combined average netback is calculated by dividing the revenue and costs in total for the Company by the toral
production of the Company measured in Mcfe.
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The following tables outline the Company’s operating netbacks by country for fiscal 2007 and 2006:

Year ended March 31,2007 Jolnt Vanture (1) Surat India Fani Block9  Bangladesh Canada

Average daily production

Oii (bbls/day} 206 - 206 13 37 50 34

Natural gas (Mcf/day) 30,055 10,752 40,807 15,833 30,248 46,081 -

Total combined (Mcfe/day) 31,291 10,752 42,043 15,911 30,470 46,381 206

Revenue, royalties and operating expenses

Gross revenue received ($/Mcfe) 4.94 4.14 4.74 2.01 273 2.48 10.12

Royalties ($/Mcfe} (0.45) {0.38) {0.43) - - - {1.35}
Profit petroleum ($/Mcfe) (0.569) - (0.51) {0.48) {0.92) {0.77) -

Operating expenses ($/Mcfe) (0.52) {0.50) {0.51) (0.31) {0.20) {0.24) (3.02)
Operating netback ($/Mcfe) 3.28 3.26 3.29 1.22 1.1 1.47 5.75

(V) The joint venture includes results from Hazira, Bhandut, Cambay and Sabarmati. Bhanduz, Cambay and Sabsrmari were sold during fiscal 2007.

Year ended March 21,2006 Jolm Venzure (1) Sura India Feni Blocke  Bangladerh Cansda

Average daily production

Oil (bbls/day) 13 - 13 25 - 5 45

Natural gas {[Mcf/day) 44,754 9,969 54,723 25,255 - 25,255 -

Total combined {Mcfe/day) 44,826 9,969 54,795 25,405 - 25,405 275

Revenue, royalties and operating expenses

Gross revenue received ($/Mcfe) 5.10 4.72 5.03 2.12 - 212 9.25

Royalties ($/Mcfe) {0.88) (0.89) {0.88) - - - {0.98)
Profit petroleum ($/Mcfe) (0.48) - {0.39) (0.42) - (0.42) -

Operating expenses {($/Mcfe) {0.28) (0.60) (0.34) (0.26) - (0.26) {1.47)
QOperating netback ($/Mcfe) 3.48 3.23 3.42 1.44 - 1.44 6.80

UThe joint venture includes results from Hazira, Bhandut, Cambay and Sabarmati. Bhaadut, Cambay and Sabarmati were sold during fisca! 2007.

Netbacks by property and country are calculated by dividing the revenue and costs related to combined oil and natural gas production
by the volume measured in Mcfe for that property and country.

CORPORATE

Interest Income

The Company earned interest income of $4.2 million in the current year (2006 - $2.7 million) on excess cash balances, The increase is
due to higher cash bzalances in fiscal 2007 as a result of equity issuances in August 2006 and February 2007.

Interest and Financing

The Companyincurredinterest and financing expense of $2.4 million inthe current yearrelated to the long-term debt balance compared
to$3. 7 milligninthe prior year. In fiscal 2007, the Company had alower outstanding debt balance, reducing interestexpense. In Octeber
2006, the Company repaid the remaining outstanding balance of long-term debt. In addition, as a result of repaying the long-term
debst, the Company amortized debt setup costs in the amount of $0.8 million, which isincluded in interest and financing expense.

n
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Write-down of Accounts Recelvable

During the year ended March 31, 2005, the Company recorded production from the Feni field in Bangladesh at a price of US$2.20 per
Mcf, In fiscal 2006 it became apparent that a price of US$2,20 per Mcf was no longer attainable for production from the Feni field.
Accordingly, in the last quarter of fiscal 2006, the Company adjusted revenue since inception 1o a price of US$1.75 per Mcf. The write-
down of accounts receivable of $1.6 million in fiscal 2006 is the result of the write-down of the fiscal 2005 Bangladesh receivable to
a rate of US$1.75 per Mcf, The adjustment to fiscal 2006 revenue was recorded by adjusting revenue, royalties, taxes and accounts
receivable. The Company signed a gas purchase and sale agreement with the Government of Bangladesh at a price of US$1.75 per Mcf
in December 2006 and continues 10 record revenues at the contracted price.

General and Administrative (G&A) Cosits

The Company incurred G&A costs of $6.2 million in the current year compared 10 $5.4 million in the prior year. There were increases
10 GEA costs related to increased professional fees, resulting from more complex and a higher number of business transactions;
increased salary expense related to hiring additional employees; and salary increasas from existing employees. The increases in G&A
were partially offset by a decrease in salaries and overhead due to the capitalization of salaries and overhead relating to exploration
properties and a $0.3 million gain recognized on the settlement of a forward contract to hedge funds from the sale of the Cambay,
Bhandut and Sabarmati properties.

Foreign Exchange

The Company recorded a foreign exchange gain of $2.0million in the current year compared to aninsignificant loss in the prioryear. The
net foreign exchange gain in fiscal 2007 is a result of the Canadian dollarincreasing in strength compared to the U.5. doliar throughout
most of the period. This resulted in significant gains on U.S. dollar-denominated accounts payable and debt, which were partially offset
by {osses on U.5. dollar-denominated accounts receivable and cash.

During the fourth quarter, the functional currency of the Company’s fareign operations changed from the Canadian dollar to the U.5.
dollar as a result of the decision to proceed with a U.5.-dollar-based credit facility and additional cash inflows from sales in U.S. dollars.
As a result, beginning January 1, 2007, foreign exchange gains and losses related to translation of foreign operations are no longer
recorded as a gain or loss on the income statement and are included in the foreign currency translation account on the balance sheet.

Stock.-based Compensation

Stock-based compensation expense increased to $18.5 million in fiscal 2007 from $5.3 million in the prior year. The increase is due to
additional stock options issued during the period with the associated expense recognized using the graded method. The graded method
results in recognizing the largest portion of the expense in the year following grant, with 3 decreasing expense in each subsequent year.

Depletion

Depletion in India was $56.6 million or $3.69 per Mcfe of preduction in fiscal 2007 compared 10 $53.1 miltion or $2.66 per Mcfe in the
prioryear. The increase in the rate per Mcfe is a result of a downward revision in Hazira reserves for the year ended March 31, 2006 that
affected the first three quarters of fiscal 2007. The reserves for Hazira increased as at March 31, 2007, decreasing the depletion rate in
the fourth quarter of fiscal 2007.

Depletion in Bangladesh was $19.6 million or $1.16 per Mcfe of production in fiscal 2007 compared to $12.2 million or §1.31 per Mcfein
the prioryear. In the prior year, the depletion calcutation was anly for the Feni property as Block 9 was not yet capable of production, In
May 2006, Block 9 began producing and the producing assets and associated reserves have been included in the depletion calculation,
having the impact of reducing the rate per Mcfe. {n addition, the costs of the Chattak blowout in excess of insurance coverage have
beenincluded in the cost base, which increased the depletion rate per Mcfe for both India and Bangladesh. These factors resulted ina
net decrease in the Bangladeshi depletion rate per Mcfe year-over-year.
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Further decreasing depletion effective in the fourth quarter was the change in functional currency referred to in the foreign exchange
discussion. The functional currency change results in lower depletion because there is a lower cost base because the capital assets are
translated from U.S. dollars to Canadian dollars at the year-end exchange rate rather than at the historical rate.

Income Taxes
The Company”’s overall tax provision in fisca) 2007 was a current income tax expense of $10.3 million compared to $8.6 million in the
previous year.

Taxes in India in the current year were $9.9 miflion compared to $7.9 million in the prior year. The Company recorded current income
taxes at a rate of 41.82 percent of Indian income after 3 deduction related to the tax holiday. Taxes increased in the current year
primarily due 1o the business and capital gains on the sale of the Bhandut, Cambay and Sabarmati properties in India. There was a
positive affect on taxes due to lower revenue in the current year, which was offset by a negative affect on taxes due to lower capital
deductions in the current year.

The Company pays taxes in Bangladesh at a rate of 4.0 percent of revenue net of profit petroleum. This amounted to $0.3 million in
fiscal 2007 compared to $0.7 million in the prior year. The decrease is due to decreased revenue from the Feni field.

The Company does not pay incame taxes related to Block 9 production, as indicated in the PSC. The PSCindicates that the calculation
for profit petroleum expense includes consideration of income taxes and, therefore, no income tax is assessed for Block 9.

The Company has filed its income tax returns for the years 1998 through 2007 in India, under provisions that provide for a 1ax hotiday
for production from the Hazira field.

The Company received a favourable ruling with respect 1o the tax holiday a1 the second tax assessment level for the 2001 taxation year,
The Income Tax Department has filed an appeal with the third tax assessment level against the order of the second tax assessment level
and the matter is currently pending with the third tax assessment level. During the quarter anded December 31, 2006, the second tax
assessment level ruled that, among other things, the Company would not receive a tax holiday for the Hazira field for the years 1998,
1999, 2000, 2002 and 2003, Under the Indian income tax system, the Company has filed an appeal before the third tax assessment level
against the order from the second tax assessment level for assessments for these years. The matteris currently pending before the third
tax assessment level. The 2004 year was assessed at the first level denying the tax holiday claim and the Company will appeal the order
to the second tax assessment level. The Company beligves that tax assessments such as this are not unusual in India, are in the normal
course of doing business in India and that the outcome of the appeals process wili resuit in rulings favourable to the Company. The
taxation years 2005 through 2007 have been filed including a deduction for the tax holiday, but have not yet been assessed.

Should the Company fail through the assessment and appeal process 1o receive a favourable ruling with respect to the taxation years
1998 through 2004, the Company would record a tax expense of LI5$43.6 million, pay additional taxes of U5%$21.8 million and write off
the income tax receivable of US$20.9 million.

Dividend

The Company declared four quarterly dividends during fiscal 2007 of $0.03 per share each, totalling $4.9 million (2006 - $4.6 million).
While the Company intends to pursue a policy of paying quarterly dividends, the level of future dividends will be determined by the
Board of Directors in light of income (loss) from operations, capital requirements and the financial condition of the Company.

13
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SUMMARY OF QUARTERLY RESULTS
The following tables set forth selected financial information of the Company for the eight most recently completed quarters to
March 31, 2007:

Three months ended Juna 30, Sept. 30, Dec. 31, Warch?t,
{thoutands af doflars, except par thare amountt) 2006 2006 1008 2007
Petroleum and natural gas sales 29,627 28,129 28,637 29,093
Netincome (11,627} (11,117 {5,765) (3,128)
Per share

Basic (%) (0.30) (0.28) {0.14) (0.08)

Diluted ($) (0.30) {0.28) (0.14) (0.08)
Three months ended June 30, Sept_10, Dec. 3T, March 11,
(xhousands of dollats, except pershare amounts) 2005 2005 200 1008
Petroleum and natural gas sales 32,706 32,899 32,665 22,899
Net income 4,343 4,393 4,403 {17,491)
Per share

Basic ($) on on 0.1 (0.45)

Diluzed (%) 0.1 0.1 0.1 {0.45)

Net income has fluctuated over the quarters, due in part to changes in revenue, stock-based compensation expense and depletion,

Sales decreased in the quarter ended March 31, 2006 from the previous quarter due to an adjustment to Feni revenue to a price of
US$1.75 per Mcf from the price previously recorded. Sales increased in the following quarter with the commencement of production
from Block 9. A second factor contributing to the decrease in sales was the decrease in the indian royalty charged by the government,
which the Company collects from the customer and records as revenue. There were forecast natural de